CHARO CHICKEN® FRANCHISE
OFFERING CIRCULAR

ITEM 1. THE FRANCHISOR, ITS PREDECESSOR, AND AFFILIATES

The purpose of this offering circular is to familiarize you with important legal and
business aspects of Charo Chicken Systems, Inc., a franchisor, and of the franchise we
offer. To simplify the language, we will refer to ourselves as "Charo Chicken," "we" or "us."
We will call the person or company to which we grant a franchise "you." The word "you"
does not include your owners. We will call them your "Related Parties."

We were incorporated in California on June 20, 1997. We have no predecessors
or affiliates.

Our principal business address is 2134 Main Street, Suite 220, Huntington Beach,
California 92648. The name and address of our agent for service of process in this state
are stated in Exhibit A-2 to this offering circular.

We have been offering these franchises since March 1997. We have never
offered any other franchise. We have never operated a business that is similar to the
franchise that we offer but our management, as described in Item 2, has extensive
experience in operating chicken restaurants. We have no other business.

The business you will operate under the franchise agreement is a fast-food
restaurant featuring gourmet chicken, charbroiled according to an original recipe. The food
appeals to members of the general public, particularly those who are concerned with the
health advantages of this naturally delicious food. The market for small neighborhood
restaurants like Charo Chicken is growing as two-worker families proliferate. Service is very
quick and the chain features home and office delivery. Most of our restaurants are located
in in-line shops or end caps in shopping centers. Although each restaurant has seating for .
about 20 to 30 people, approximately 75% of the business is take-out or delivery business.

Your principal competitors will be other chicken restaurants, including Ei Polio
Loco, Church's Fried Chicken, Kentucky Fried Chicken, Popeye's, Boston Market and Koo
Koo Roo.

To provide for our assistance while you are seeking a site for your Restaurant and
to compensate us for reviewing your proposed site or sites, you must sign a prefranchise
agreement and pay us a prefranchise fee unless you are an area developer. A prefranchise
agreement does not convey any territorial rights. If you later enter into a franchise
agreement, we will apply the entire prefranchise fee against the initial franchise fee.

If you meet our qualifications, you may enter into an area development agreement
under which you will have the exclusive right and obligation to develop and operate multiple
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Restaurants under individual franchise agreements within a specified Development Area.
When you sign an area development agreement, you must pay a development fee Aol
$25,000 for the first franchise plus $10,000 multiplied by the number of additional
Restaurants you have agreed to develop within the Development Area. The development
fee may be incrementally applied against these initial franchise fees as you sign each
franchise agreement.

We do not know of any laws or regulations specifically relating to the franchised
business other than state and local health and safety laws and regulations that are
generally applicable to eating establishments.

ITEM 2. BUSINESS EXPERIENCE

Raymond J. Perry, President, Chief Executive Officer and Director

Raymond J. Perry joined Charo Chicken on January 1, 2002, as President, Chief
Executive Officer and a Director. Before that, beginning in 1999, he was a self-employed
consultant to the restaurant industry in Villa Park, California. From April 1998 through
November 1998, he served as President and Chief Executive Officer of Juice Stop
International. Denver, Colorado. Earlier, from October 1997 through March 1998, he was
President and Chief Executive Officer of East Coast Bagel in Santa Monica, California.
Before 1997, he was Executive Vice President and Chief Operating Officer with Hardee's
Restaurants, Rocky Mount, North Carolina, President and Chief Operating Officer of El
Pollo Loco, Irvine, California, Executive Vice President and Chief Operating Officer of Carl's
Jr's Restaurants, Anaheim, California, and President and Chief Operating Officer of Straw
Hat Pizza, Inc., Dublin, California, in each case acting as a turn around specialist to
reposition the chains.

Moe Bonakdar, Secretary, Chief Financial Officer and Director

Moe Bonakdar has been our Secretary, Chief Financial Officer and a Director
since we were incorporated in June 1997, Until January 1, 2002, he was also President and
Chief Executive Officer. He has been a self-employed restauranteur for 23 years. He
currently owns and operates four CHARO CHICKEN® Restaurants.

Louis D. Franson, Franchise Broker

Louis Franson has been a self-employed franchise broker for us since May 1,
2002. He has served as Executive Vice President of Business Development for Ultra Life,
Inc., of Huntington Beach, California since December 2001. Prior to that, he was the Chief
Operating Officer of Juice Stop, LLC, Irvine, California, from July 2001 to January 2002.
AEarlier, from August 1997 through September 2000, he was employed by Winchell's, Inc.,
of Santa Ana, California, as its Vice President of Brand Management.

A
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ITEM 3. LITIGATION

There is no litigation to disclose in this offering circular.

ITEM 4. BANKRUPTCY

No person identified in Items 1 or 2 of this offering circular has been involved as
a debtor in a bankruptcy proceeding.

ITEM 5. INITIAL FRANCHISE FEES

APrefranchise Agreement

The purpose of a prefranchise agreement is to provide for “our limited assistance
while you are looking for a site and to cover its expenses of inspecting sites that you
propose or that it seeks out specifically for you. When you sign a prefranchise agreement,
you will pay us a prefranchise fee of $10,000 in immediately accessible funds. The
Aprefranchise fee is not refundable. It is uniform for all “prefranchises currently being
granted. Only prospective franchisees without Approved Locations and existing franchisees
who want an additional site enter into prefranchise agreements. Area Developers do not
sign prefranchise agreements.

Franchise Agreement

When you sign a franchise agreement, you will pay us an initial franchise fee of
$25,000 in immediately accessible funds, less any prefranchise fee or applicable portion
of a development fee that you have paid under a prefranchise agreement or area
development agreement. The initial franchise fee is not refundable. Except for the second
and subsequent franchises granted under area development agreements, described below,
the initial franchise fee is uniform for all franchises currently being granted.

Area Development Agreement

When you sign an area development agreement, you will pay us $25,000 for the
first Restaurant plus $10,000 multiplied by the number of additional Restaurants required
to be opened during the Term under the Development Schedule (the "Development Fee").
The Development Fee is not refundable. It will be credited against your initial franchise
fees, as described in each franchise agreement, at the rate of $25,000 for the first
Restaurant plus $10,000 for each additional Restaurant opened under this Agreement until
the full amount of the Development Fee has been credited against your initial franchise
fees.
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ITEM 6. OTHER FEES

NAME OF FEE' AMOUNT OR WHEN DUE
FORMULA _
Royalties 5% of Restaurant Sales? Weekly
or $350, whichever is
more
Advertising Fund 2%’ of Restaurant Sales Weekly
Secret Shopper *Service $60 - $80 a month Monthly
POS Software Upgrade Appproximately$1,500 Annually
And Support
Audit Cost’z Our out-of-pocket cost Upon invoice
Annual Meeting ' Not to exceed $500 per If meeting is held, due
Registration Fee person one week before
attending
Ongoing Training Fees Qur direct costs Before training
Ongoing Training Costs Your cost of travel, Befare, during and after
lodging and meals during training
training
Interest On Late 18% per year Upon invoice
Payments
Transfer Fee $5,000 Before we grant our
consent
1: Payments to us are not refundable. Whether payments to others are refundable depends on the

arrangements you make with them.

4 Restaurant Sales is defined in Article 3 of the Franchise Agreement as "the total amount of money
or other consideration you and your Related Parties receive for all goods sold and services
rendered from the Approved Location or in association with our Trade Name or Marks, less sales
tax, within an accounting period.”

3: MNe have the right to increase the weekly Advertising Fund contributions to three percent in the
future It we consider it necessary for the continued development of the Franchise Network.
Franctise Network is defined in Article 3 of the Franchise Agreement as “the interdependent
network composed of us, all CcHARO CHICKEN® franchisees, our Related Parties, and any other
people or campanies that we have Jicensed to use our Trade Name or Marks "

[l

Payable only if the audit shows an underpayment of 3% or greater or if we had to take the audit
because you did not submit required financial reports to us.

*THE REMAINDER OF THIS PAGE IS INTENTIONALLY OMITTED**
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ITEM 7. INITIAL INVESTMENT

EXPENSE' LOW HIGH METHOD OF WHEN DUE TO WHOM
PAYMENT PAID
Initial Franchise Fee? $25,000 $25,000 Single At agreement Us
payment signing
Business Premises® $+4,000 §142,250 Single At lease Landlord
- ) payment signing
Tenant A5245,720 $2786,00 As arranged Before AContractor”
Atmprovements® g 0 opening
Furniture And $1759,465 224, M) As arranged Before Suppliers
Equipment’i 0 oo opening
Deposits And $43,A000 $*4,%000 As incurred Before Utilities and
PermitsZ - opening Government
Agencies
Insurance $3,7500 $4,7500 As armanged Before Insurer
apening
Initial Training $~10,000 "312.°80 As incurred Before, Hotels,
Costs’s e during and carriers,
- after training restaurants
and
Employees
QOrganizational $3.7000 $"4,"050 As arranged As arranged Attorney and
Expenses't Accountant
Grand Opening $1°0,7000 $1°5,700 As arranged Varies Advertising
Advertising c [\ agencies and
Media
Additional Funds'£ $450,"000 $"£,"% Varies Varies Others
TOTAL *$518,435 A3632,°8
0 oG
- ———
FIGURES ONLY ARE ESTIMATES
1: ltem shows estimated expenses through the third month of operation. None is refundable, except

for insurance, which may be partially refundable, and deposits.

all fees have been credited.

3: Figures are based on the assumption that premises will be rented and that lessor will require an
initial payment of one month's rent and a security deposit of one month's rent. The premises will
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This table is applicable to a first Restaurant only. If you enter into a prefranchise agreement, your
prefranchise fee is fully applicable to the initial franchise fee. If you are purchasing franchises
under an area development agreement, you must pay, when you sign the area development
agreement, a development fee of $25,000 for the first Restaurant and $10,000 for each additional
franchise to be developed under the Development Schedule. The fees paid in advance will be
credited toward the initial franchise fee for each Restaurant developed under the Agreement until




probably be located in in-line or end caps in shopping centers. The size will probably average
Abetween 1.800 and 2.000 square feet.

A4, Figures are based on the assumption that landlord will provide a "Vanilla Shell” before you begin
improvements to the properly. Tenant allowances, if any, are not included and may reduge the
cost of tenant improvements,

Fiqures are based on the assumption that you use our recommended contractor,

o o

This category includes such items as alarm system, signs, food preparation equipment”, cash
registers_and dining furniture.

>
1=

This category includes sales tax deposits or bonds, construction permit, sewer hookup charges,
and utility deposits.

>

We include pre-opening wages for your employees in your training costs.

>

i3 18 18

This figure includes attorney review and negotiation of the lease for the franchised Restaurant.

>

This category includes opening cash and other miscellaneous expenses incurred before opening
and during the first three months of operations. We relied on our experience in developing these
figures. You should review them carefully in light of local conditions and the current economic
outlook, consulting a business advisor if necessary.

>
e
—_

I=

We do not provide financing for any of these fees or payments.

ITEM 8. RESTRICTIONS ON SOURCES OF PRODUCTS AND SERVICES
We do not sell any goods or services that you will use or sell in your Restaurant.

We will give you prototype or sample plans and specifications, or plans and
specifications for one or more existing Restaurants to guide you in constructing tenant
improvements to, fumishing, and equipping your Restaurant. You must, at your own
expense, tailor the plans and specifications we provide for your individual use and then
submit the customized plans and specifications to us for written approval.

You must purchase and maintain a policy or policies of comprehensive public
liability insurance, including products liability coverage, covering all Restaurant assets,
personnel, and activities on an occurrence basis with a combined single limit for bodily
injury, death, or property damage of not less than $2,000,000. We may increase the
minimum coverage requirement annually if necessary to reflect inflation or other changes
in circumstances. You must also carry (1) casualty insurance in a minimum amount equal
to the replacement value of your interest in the Restaurant premises, including furniture,
fixtures, and equipment, and (2) business interruption insurance in an amount sufficient to
cover the rent of the Restaurant premises, salary, or wages of key personnel, minimum
royalties, and other fixed expenses. In addition, you must maintain policies of workers'
compensation insurance, disability insurance, and any other types of insurance required
by applicable law. Each insurance policy that we require under this Agreement must
contain a provision that the policy cannot be canceled without 30 days' written notice to us.
It must be issued by an insurance company of recognized responsibility, designate us as
an additional named insured and be satisfactory to us in form, substance, and coverage.
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You must deliver a certificate of the issuing insurance company evidencing each policy to
us as soon as the policy is issued or renewed.

You may buy food inventory, paper supplies, software, and equipment only from
suppliers we have approved and according to our specifications. Otherwise, you do not
have to obtain our approval of your suppliers.

We evaluate and approve suppliers upon the basis of their ability to meet quality
specifications and to replicate the products and services provided by currently approved
suppliers. All food and beverage suppliers must demonstrate Hazard Analysis Critical
Control Points ("HACCP") compliance. Systemwide price agreements will also be taken into
account and, in some cases, will eliminate any consideration of another supplier. If you
would like to use or sell any product that must be purchased from an approved supplier,
you must ask for our approval and, if we ask for them, give us product specifications,
sample products, and information about the supplier. We will promptly communicate to you
either our approval or our reasons for withholding our approval.

We do not charge a fee for evaluating a supplier. As a condition of approving a
supplier of any product that bears the Trade Name or Marks, we may require that the
supplier sign our License Agreement so that we may maintain quality standards. Normally,
we will not take longer than 30 days to evaluate a supplier. We may withdraw our approval
of a supplier if the supplier no longer meets our standards. In that case, we will advise you
in writing.

Our existing standards and specifications were evolved through our
management's operations experience. We will communicate our standards and
specifications to you in writing, usually in the Manual.

We do not receive any revenue based upon your purchase of goods or services
from us or from approved or designated suppliers except for supplier rebates on volume
purchasing which we contribute to the Advertising Fund.

Approximately 25% of your start-up expenses and 30% of your ongoing
expenses, other than fees disclosed in ltems 5 and 6, will be for purchases from approved
or designated suppliers or according to our specifications.

We negotiate purchase arrangements with suppliers, including advantageous
price terms, for the benefit of all members of the Franchise Network. In some cases, we
may decide that all Restaurants must purchase certain items from a designated supplier
in return for systemwide benefits.

We will not provide material benefits, such as renewal or granting additional
franchises, to you based on your voluntary use of designated or approved sources. Your
failure to purchase items from approved or designated suppliers or according to
specifications when we instruct you to do so would be a serious breach of the franchise
agreement and could be grounds for termination of your franchise.
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ITEM 9. FRANCHISEE'S OBLIGATIONS

This table lists your principal obligations under the franchise and other
agreements. It will help you find more detailed information about your obligations in these

agreements and in other items of this offering circular.

PREFRANCHISE AGREEMENT
OBLIGATION SECTION IN PREFRANCHISE ITEM IN OFFERING
AGREEMENT CIRCULAR

a. Site selection and Article 3 11
acquisition/lease

b. Pre-opening Article 3.1 5,8
purchases/leases

c. Site development and other None 11
pre-opening requirements

d. Initial and ongoing training None 11

e. Opening None 11

f. Fees Article 1 5,6,7

g. Compliance with standards 3.1 8.11,16
and policies/Operating
Manual

h. Trademarks and proprietary | None 13, 14,15
information

i. Restrictions on None 16
products/services offered

j. Warranty and customer None N/A
service requirements

k. Termitorial development and None 12
sales quotas

I.  Ongoing product/service None 8
purchases

m. Maintenance, appearance None 17
and remodeling requirements

n. Insurance None 7.8

0. Advertising None 11

p. Indemnification None N/A
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CBLIGATION SECTION IN PREFRANCHISE ITEM IN OFFERING
IL AGREEMENT CIRCULAR

gq. Owner's participation/ None 15

management/staffing
r. Records/reports None N/A
s. Inspections/audits None 6
t. Transfer None 17
u. Renewal None 17
v. Post-termination obligations None 17
w. Noncompetition covenants None 17
%. Dispute resolution Article 8 17

FRANCHISE AGREEMENT
— ——
OBLIGATION SECTION IN FRANCHISE ITEM IN OFFERING
AGREEMENT CIRCULAR

a. Site selection and None 11

acquisition/lease
b. Pre-opening None 58

purchases/leases
c. Site development and other 722 11

pre-opening requirements
d. Initial and ongoing training 721,73 11
e. Opening 7.2.3 11
f. Fees Article 6 5,6,7
g. Compliance with standards 7.24 8,11, 16

and policies/Operating

Manual
h. Trademarks and proprietary 7.1.7.2.10,.81 13,14, 15

information
i. Restrictions on 7.25 16

products/services offered
j. Warranty and customer 726,728 N/A

service requirements
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OBLIGATION SECTION IN FRANCHISE ITEM IN OFFERING
AGREEMENT L CIRCULAR
o = =
k. Territorial development and None 12

sales quotas
Ongoing product/service AT 25 8
purchases

. Maintenance, appearance 7.2.7 17
and remodeling requirements

. Insurance 7.7 7.8

. Advertising 7.5 11

. Indemnification 8.5 N/A

. Owner's participation/ 7.4.1 15
management/staffing
Records/reports 716°1,7862 N/A

. Inspections/audits 65,726, 729 6
Transfer Article 9 17

. Renewal 452 17

. Post-termination obligations 8.6, 10.3, Attachmenis 3& 4 17

. Noncompetition covenants 8.6, Attachment 3 17

. Dispute resolution Article 11 17

AREA DEVELOPMENT AGREEMENT

OBLIGATION SECTION IN AREA ITEM IN OFFERING
DEVELOPMENT AGREEMENT CIRCULAR

. Site selection and 6.1 11

acquisition/lease
. Pre-opening 6.1 58

purchases/leases
. Site development and other Mdtachment 2 11

pre-cpening requirements
. Initial and ongoing training None_ 11
. Opening None 11

Fees Airticle b 5,6,7
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